"United Stateg Senate

COMMUNITY AND CCONOMIC
DEVELONMENT DIVISION .
. RUG 25 1976

B=114860

The Honorable John V. Tunney

Dear Senator Tunney:

1n accordance with your May 14, 1976, reguest, and late:
agreements reached with your office, enclosed is a historical
summary of the effor=s made by our Office, the Congress, and
various other governmental and nongovernmental organizations
to enhance the efficioncy of certain housing programs the
Federal Government administers by consolidating functions re-
leted to housing and improving coordination among agencies,
This summary centers on the housing activities of tke Depart-
ment of Housing ¢nd Urban Development; the Vetero~e Adminis-
tration; and the Farmers Home Administration, Department of
Agriculture,

The Federal Government's role in housing has develcped
incrementally over many vears. Each Federal grogram is based
on Specific puklic laws enacted by the Congress in recsponse to
public concern about specific housing problems. The diversity
of. the Federal Gevernment's interests in nousint places some
limits on the extent to which its role can be gimpiified. The

summary focuses on those areas of interagency duplication, lack
-0l coordination, and inconsistency of policies anc procedures,

which have been identified as problems in past examinations
and published reports as well as on the outcomes of various
recommendations which have been made from time to time to re-
diace or eliminate such problems.

i .

f Relatively few of the legislative or executive
yecommendations for consclidation or improved coordination of
the three agencies’ housing activities have heen implemented
and none of the proposed functional consolidetions has taken
place. In many cases, the agencies have not agreed with the
fecommendations made by our Office and others and have argued
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that their missions, clienteles, and congrecssional mandates
are sufficiently unique to justify maintenance of separate
programs and procedurcs.

The enclosure also includes & brief discussion of Some
of the program and technical areas in which -he three agencies
are ‘presently cooperating and coordinating their efforts zs
well as a discussion of certain areas in whick they have rnot

agreed on important matters.

Sincerely yours,

ienry Eschwege
Director

-




ENCLOSURE 1 . . .- <. . . . ENCLOSURE--I

HISTORICAL SUMMARY CF MAJCR EFFORTS TO
CONSOLIDATE FUNCTIONS RELATING 70
BOUSING AND TC 1 CVE COORDINATION AMONG AGENCIES

MPR

¢

HE SEPVICEMEN’S READJUSTMENT ACT
F 1944 {(Public Law 76-346, 38 U.S.C. 18B0Q) - SR

1O |

[

The lec*sla ive history o¢f this act, which established
the Veterans Administration's (VA's) home loan guaranty pro-
gram, indicates tha*t the Congress -was somew &t concerned abhout
the possibility of duplicating in VA the types of activities
alreacy performed by other agencies. Senate Report No. 75%
on.5.1767, 78th Cong.,- 2d Sess, commented that: : :

It is contemplated that under the general supervision
the Acministrator of Veterans' Affairs all suitable
ernmental agencies both Federal and State will be
‘oyoc. No cne has any idea of putting the Adminis-
ator in the business of education or agriculture or
sing * * *,*" .

)-cf the act; as. originally enacted inte law,

or shall designate such agency or’
 as he finds ecquipped to determine
anty of loan should be approved under

Nothw1tastand ng this languaae, present and former VA
fficials told us that from the inception of the VA housing
ogram 1nspection; appraisal, locan guaranty, and other re-
lated housing functions have been performed Dy or directed
from within VA. These individuals said that in 1945 and
1646 when VA was putting together its loan guaranty procram
and looking for agencies willing and able to perform these
functions,'ir was unab.e to find cne both equipred to do the
jeb and interested in coing it. An official of the Federa

|
houszug,Acmlnlst:atlon (FHA), which was seen as t*e likeliest
candicate, said that-FHA had mcre than enough activi Lty ¢of its
owrn with he postwar boom in housing andé did not want to get
involved in, and expand its staff to accommcdate, what was
then seen as a short-term program,
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{EPORT BY THE DRESIDZNT'S ADV
ON _GOVERKNMINT BOUSING P z
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A 1953 report issukd 5y the President's Advisory Committee

on Gevernment Eousing policies and Programs contained a recom-

mendation that the President direct the #dousing anc Home Finance

N
) L

r

Agency (HHFA), VA, and FHA tc work out an interagency agreement
tnder which VA would contract with FHA to do the technical
functions of processing veterans' qome loan applications under
the VA home loan guaranty cr.cram. The intent of the recom-
mendation, according to the report, was to have one agency of
the Federal Government charced with administering the housing

functions of market analvsis, landg planning recuirements,
V@ldat’Ou anc appreisel, minimum proper;v and construction
tandarcs, and property insoecction.
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The acdvantages cited L the advisory comnittee as
in the recommendation concerned promoting @conomy and e!
{i.e., eliminating the added cousts of dealing with two
¢lesg) anu meaking more homes available to ve._rane a2t
in the long run. However, the recommendaticn was not
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# In 1957 ;ha interest rate ceiling imposed on loans
guiaranteed under the VA loan program was having an adverse
effect on the program's housing activities. Because of this

and because congressional committees which had jurisdiction

o
. "

i
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]Wefore 1965 FHA and HHFA existed as separate acencies. FHA
was concerned primarily with loan insurance, while HHFA
administered grants of money %o State and local governments.
In 1965 thuse twe agencies zand others were combined to. become

3 and Urban Development. .. ... . [ .o

the Department of Housin
1

3
El

BEST DOCUMENT AVAILABLE

[



ENCLOSURE I ENCLOSURE

(]

-
-

were reluctant te raise the allowazile VA interest rate, the
House Committee on Banking and Currencv proposed legiclaticn
providing for est ablxsblnc g veterans preference loan insur-
ance program in FHA. The VA lcan guaranty program would not
have been terminated or abolished under this propssed legis-~
lation; however, the higher interest rate permitted wunder the
proposed FHA veterans preference loan insurance progranr may
have reduced further the VA program's alr2ady diminished
activity.

In testimeny before the Subcommittee on Housing, House
Cowmlttee on Banking and Currency, in March 1957, VA cfficials
ztrongly oppesed the creation ¢f z vererans preference home
lcan program in FHZ on the crounds that .. would result in a
substantial d¢ilution of other veteran penefits and protections.
They acdded that tne charges o0f substantial added costs impesea
on builders as & result of parallel activities performed by
soth FPRA and VA are Lelablvely minimal when considering the
merketing and other advantages to the builder.

The Committee on Banking ané Currency repecrt on the
Housing Act 2f 1957 (H.R. 6659) retained the propesed veterans
loan prelerence grogram. HoOwever, the Housing Act of 19357,
as approved by tne Congress on uu;y 12, 1957, did¢ not include
the veterans preference feature. Cfficiales of both VA and HUD
acain cited crposition from veterans‘ grours and supporters
of veterans' programs in the Congress for the failure of this
proposed program. to be enacted.

COMMENTS ON CONSQLIDATION BY THE
ADMINIETRATION

3

ittee con
e -Commit-

Cn June 21, 1961, a2t hearings before the Subcom
2nat
a Depart-

Reorganization and International Orcanizations, S

tee on Government Operations, on bills to es+tablisn
ment:of Housing and Urban Affairg, Mr. pavid E. Bell, Director
of the then 2ureau of the Budcet! (230R) was asked 57 Senator
Karl Mundt whether the Administration was proposino to trans-
fer VA's housing functions to tne proposed Dopartment of
Housing and Urban Affairs. Mr, Bell replied:
“This 1s a matter, as you know, which has been considered
frecquently in recent vears and the Administration's pPosi=
tion remains the same as it has been; namely, that the

ITNow the Office of Management andé 3udget.
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ENCLOSURE I a : . ZNCLOSCRE I
housing functions ncw pericrmec Dy the Veterans'
Afministration ghould stev in the VA, Thoseée funchtions
are prepably pnesing out &s you Kknow, but there 1is
no thought c¢f moving them as 1ong &< thev exist.”

In April 1665 at hearings before & stbcommittee of the
House Committee on Government Ogeraticns to consider the pro-
posac establishment ¢f a Department of Housing and¢ Uroan De-
velopment, a ECB official wacs asked to comment on the nousing
functions which would be grouped together in the proposed
agency. The official s5&ié tne Adminisvration was not procesing
tc trensfer any housing cr urban cevelcgment programs of other
agencies into the new :zyencvy. The propeszl, he sz2id, wes linm-
ited to deparctmental status fcr HEFA with i1ts gresent grograms
and responsibilities. vwhen asked wnether BOB contemplated
thet in the future other functions might be transierred to HUD,
the cfficial szid: )

“= x x thig matter haes been reviewed, and it is ocur

present view that this would not be reguired or aop*ﬂ—

priate in terms of functions which ere reliated to hous
but lie outside the »resent Housing and Home Finance |

Agency."

Concerning the VA ican guaranty progranm, the Bureau of the

Budget ofiicial stated t.aat:

"* * * the veterans housing program has been so closely

related to the veterans programs generally dealing with

individuels who are receiving other benefits, that we

do not see thic zg something which should be shifted.”

OUR PECOMM
ic

P, NCATION THAT THE PVPQLLSAT
FUNCT A

ME
NS OF VA AND FHA BE CONSOLIDAT

1

At the regquect of Congressman Joe Kilgore. we 1ssued =
report in Aprll 1962 which conclucdec that there are sound
reasons for consolidating the appraisal functions of Va4 and
FHA into one agency, FHA. We pointed out that duplicaticn of
appraisals occurred principally ir the case of proposed con-
struction and concluced that elimirnation of tris duplication
cculd save the Government about $500,000 annually.

[y il

Both VA and FH& disagreed with our recommendation. The
‘Administrater ¢f Veterans Affairs nxorcsseo the view that a
consclicdation 0f the appraisal function was neither ;:acticable
nor cdesirable. It would, ne arcued, "cowol¢sn litrle, if
any, reducticn in the cost or time reguired to make appraisals;-

4
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ENCLOSURE I

it would give consideratle influence agency of the
Covernment over property va luos generally; and it would not
eliminate the differing valuations obtained since the ciffer~
ent appraisel criteria of the two agencies woulé con-inue in
vifect.

The Cor missioner of FHA commented tha the performance

£ VA appraisal work by FHA appraicers CCLlu result in some
confusion of concepts by the appraisers and noted that if FHA
were to use VA fee ‘appreisers there would be administrative
complications -n the fee arrangements arising from restric-
tions in annual appropriations acts for FHA. The Commissiconer
concluded that any broad aporoach which would establish a
single appreisal channel for doth purposes would probably re-
guire legiclative uction.

Notwithstanding the agencies' &ésubts and reservations,
we believed that mutuallv agreeazble procedures could be
estaclishec under which VA appraisal cbjectives could be
accemplisned by FHA appraisers and thas: the consolidation of
functions would result in substantial cavings to the Govern-
ment. In view of the opposition of VA and the various doubrs
FHA expressed, however, we concluded that an administrative
acreement to achleve a consclidetion of functions was not o
probatle anc that congrecssional consideration and action woulid
De reguired if such a consclidaticn were to be accomplished,

A former nigh ranking official ¢ both VA ané Fua :
informed us that a number ¢f propesals were made in the 1950s
anc 1960s aimed at consolidating various VA& and FHA Zunctiong,
including appraisals. He said such rreposels received suppors
from certain elements of the mortsadge tanking community and
the homebuilding industry. These grouns haé some support and
influence in the Congress Bu*t wzare orzpecsed Dy otners who
strongly resisted all attempts -0 fragment VA or break off
and consolicdate certain of its activities with those cf other
agencies. He added that the support for transfer of activi-
ties from VA to FEA that existed in previous vears does nct
exist todav because, in his view, the VA program is perceived
Lo pe working well and the industr ry is generally satisfied
w%tb it, whereas the contrary has been true of HUD in recent
years, :
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ENCLUSURE I , _ ENCLOSURE 1

its environmental gtandardsz

HUD osfficials acreed that
are widely bo‘xevco to be among the most rigorous o0f all
Gove.“ ent agencies and expressed the view that, in time,

ither HUD's Stancards would have to te relaxed or thosa of
'A, FmdA, and other acencies would have to be tightened.,

E second area of disagreemeut between HUD and VA concerns
minimum property standards for existing single famlly housing.
VA do-°s not accept HUD's minimum ctanoaroc for existing housing
pecause it believes that these standards are too gtrict and
would, if applied, have the effect in many .instances ¢f "pro-
teceing the veteran richt out of the market" by magking a ho se
zoo cogh,v for him to zfforé or persuadinc sellars not to

he third important area of disagre ement CONCREINS
ocal acceptance of eppraisals. This has bean a point
ntenticn between the two agencies £or many vearg,
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primary ¢ifficultv stems from the basic differences
q purpose for which the appraisal is made. The
'npt concerned with the cost of the unit to the
pr hut only with the maximum mortgage amount
¢ on long-term economic value. On the other hand,
VA i5 responsible for ascertaining that the cost of
ynit to the veteran is not in excess of the reason~
value of the provertv. Thus the is & wide vari-
in the appraisal philosophies wh '
rmountable obstacles each time efforts have been
Lo reach any agreement whereby VA could accept FHA
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YA officiale told ue that the main stumbling tlock to
Vi acceptance of Fih appraisals has Leen FEA's inclusicn of
clecing costs in itz total valuation figure (Vi coes not

yagludeTthene COELE-bn-its-valuatlions) .- THA crficizlis dig=-
sute this view, however, and state that thevy have repeatedly
Gifcrad 50 o whatever VA might suggest to make FHA eppralsals
acceptable Lo VA, They addec that they evel revised TFA
form 2800-6, Appli ation for Property Appraisal and Commitment,
to nreak out cloe ing costs from the estimated property vailue

“and wre“ﬁnt them in a separate section of the form. VA -
presently atcepts FHA veluations only oOn a very limited trial
pasie in gelected VA {ield offices, and Va cfficials Lave given
'ﬁo“ich to the Congress aﬂo ©c BEUD that thev &re consicdering

Giscontinuing even this limited acceptance.

VA off{icials told us thet in 1965 HUD unilaterelly, andé
pefore any BOR involvement in the matter decided to accept VA
appraisals for conversion to FEA commltments even though VA
did not agree Lo reciprocate. A HUD offl ial, however, said
chat this wac net a unilateral decision, ratrer, BOB éirected
‘poth HUD ang VA te cooperate and coo:cxnatﬁ their activities.
HUD, he said, complied with thig directive, but VA édid¢ nov
and still ¢oes npot. The BUD cfficiel also told us that Va's
refusel to accopt HUD @ppr@*uu*s or. & reciprocal basis had
ted-~in ecombination with the cther points of disagreement de=~
ucribed above-=to a general cdeterioration ¢f working relation-

shipz betwean the two agencies. The problem had beccome SO
acute, he Said, that the Secretary cf Housing and Urban Devel-
opmant wrote to Lhe Administrator of Veterana Affa rs in

March 1976 requesting & meeting of representatives cf the two
agencies to reselve differences and improve cocoeration.

The meeting of VA and HUD officials took place on July 21,

1976, The officials discussed their differences, identified

areas for further study, and agreed TO meet acain.

Qn che qnn.Lion of appraisal roc1yrothv Vi cfficials
made clear . air view that the veteran buying a home wich an
FHA -commitment conVﬂrUlon tends to pay more for the property
by the amount of the closing costs and, therefcre, that the
limited axisting r@c1proca1 arrangement is nct in the veterans'
neot interest and should be terminated. n the cuestion of
construction ipapections, VA pointed cut that it has a serious
proklam with FUA because many THA field offices walive the

inimum property standarcds and 4o sSo not on an exception basis
but consistently and without considering local acceptable
standards,

BEST DOCUMENT AVAILABLE



ENCLOSURE I ' ENCLCSURE I

HUD ‘agreed to look into the problem on minimum property
standards for new housing as data on alleged FHA deviations
compile¢ bwv VA become available and to look into VA's con-.
tention that HUD's standards for existing housing are tco
restrictive.

in the area of subdivision processing, VA agreed to drop

its exception policy, which permits a developer to precess
subdivisicong without FHA concurrence when he states that he
does not intend to sell anv houses through FHA financing,
provided THA will acree to cccept VA subdivision processing
in *otal, including affirmetive marketing and environmental
cWeaLénce. At present HUD coes not accept V& egual oppor-

tunity or environmental processing on the grounds that they
are not as rigorous as its own.

HUD officials with whom we discussec¢ the problem of
eppraisal reciprocity, as well as other areas c¢f disagreement
between the two agencles, expressed doub* that VA woulc ever
si¢nificantly mocify its peositions recarding cocperaticn and
cooréinat on with HUD. They believe thu. VA will continue to
refuse to accept HUD appraiseis because VA believes that
accepting HUD appreisals would soon lead to other proposed

changes ancé consolidations which could jeopardize the very

existence of a separate VA hcusing program.

HUD and FmHA

On June 23, 1976, the Secretaries of BUD and the
Departmen* of Agriculture concluded a memorandum of under-
standing to encourage and facilitate the use of BUD's section
8 housing assistance payments program in FmEA's section 515
rvrel rental housing program. The agreement provides for
cooperation and ccordination between the two agencies in a
number of areas, including agreement by FmHEA to adopt HUD
ninimum property standards for the joint sections 8§ ana 313
croarams; agreement by FmHA to provide interest credit on
nmewly constructed section 515 projects; agreement by HUD to
zccept FmHA4 certifications that section 515 project contract
.rents are reasonable based on the guality, location, ameni-
ties, and management and maintenance services to be provided,
and do not exceed applicable fair market rents published by
40D for the section 8 program; and acreement by HUD to accept
FmH2 certifications of compliance with egual opportunity re=
fuirements, the National —ﬂv*'onmental Pclicy Act, and various
bther reguirements. : ' )
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The memorandum of understrnling &lso pr ovides for
establishing an interdepartmental task force consisting ¢f
headcguarters and field office personnel which will convene
periocically to review procgram issues anc recommend solu-
tions to assure the effective coordination of the section &
and 5135 programs in areas FmHA serves. 3Both HUD and FmHA are
currently developing program instructions and reculations
which take effect after publication in the Federzl Recister.

s of Julv 1, 1976, 38 loans had been approved by FmHA
for the tandem sections 8 and 315 progrems. These loans
£ creojects which will contain 1,078 assisted housinc u

BUD and FmHA also cooperate and coordinate their
activities in the following areas

- Flood insurance--Before the Flood Disaster Protection
Act of 1873 came 1nto effect, representatives of FmHA met
with representatives of VA ané HUD on several occasions to
discuss implementation of the new authcrity. FmEA flood
insurance regulat ions, published in early 1974, were based
on guidelines published by EUD's rederal Insurance AGminis-
tration. Since then FmHA has maintzined contac*t with HUD
cfficials and met with them as neecded to discuss £iood in-
surance matters. '

{

+

Credit reports--In 1971 FmHA jO‘ﬁ@C cther governmental
agencies in obtailning credit reports from credit reporting
companies under contract with HUD. Since then, members of
FmHA have met regularly with HUD representatives for the
preparation and publication of the agency's list of crecit
repor-ing companies and to discuss other -matters concerning
credi* reports.

= Minimum propertv standards-~In October 1971 FmHA acopted
HUD's minimun propertvy standards. Since then, FmiA reprzsen-
tatives have met wiih HUD representatives to discuss matters

related to the minimum property standards, such as

-liaison with various offices o

th
oo

HULD,

--sclar energy demonstration programs, and

--2 task force for drafting minimum property standards
for very low income families.
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Emercencv housing assistance--A memorancdum of
understancing was conclucec in rebruary 1976 bpetween PmHA
and HUD'c Federal Disaster Assistance Adminicstration which

“provides for 'HUD ‘to-utilize as “temporary heusing for victims
o0f mejor disasters Or emergencies declared by the Pre510cnt
single and multifamily housing units which FmBA cwns.”

Areas of eligibilitv-~The Housing and Community
Developrent Act of 1974 (42 U.S5.C. 5301) extended the defini-
“ion of rural areas for PmHAR nprograms "to include cities with
populations in excess of 10,000 but not mnre than 20,000, Lif
thev are nocL within a st=nda d metropolitan statistical area
and have & serious lack ¢of mortgage credit as determined by
the Secretaryv of Agriculture anc Secretary of BUD. Several
meetings were held between representatives of the two ageacies
to prepare a list of eligible cities. A tinal list was pub-
lished in the Federal Register of April 14, 1976, Coordination
between the two agencies is meintained continuously as cities
are added ro or Geleted from the list,.

Real fstate Settlement Procedures Act of 1974--
Represencatives cf{ rmbA anag HUD have met several times during
the past year to prepare the regulations and forms necessary
to imglement this act. The regulations were published in the
Federal Register c¢f June 4 and June 10, 1576.
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